When evaluating the performance of firms in different financial markets, investors should be able to distinguish differences related to company performance from differences that are caused by the use of differing accounting frameworks. International accounting standards might reduce the impact of this last source of variance, but current regulation in Europe is still very variable. This paper describes the major accounting differences between France and Belgium. Although these differences are rather limited in number, some might have a significant impact on the financial statements. The paper then investigates whether there are differences in the performance of listed French and Belgian firms, and how such differences can be explained. The results of the empirical study on Belgian and French firms quoted on the market of Brussels and Paris reveals that these differences have no impact on their valuation.
Introduction
The globalization of financial markets has stimulated investors to consider investing in companies that are located in other countries than their country of residence. At the same time, companies themselves raise funds in cross-border capital markets and increasingly acquire foreign companies. Traditionally, such movements were complicated by international accounting diversity. Hence, the increasing importance of internationally accepted accounting frameworks, such as International Accounting Standards, or for companies seeking entrance on the U.S. capital markets, U.S. GAAP. To some extent, differences in accounting practices have become less important. Some large companies with international activities have adopted international accounting standards. However, differences continue to exist in several areas.
One obvious reason is that international accounting standards continue to offer a number of choices, although the range is much smaller than in the EC Directives. Furthermore, not all companies have adopted international accounting standards.
Limiting our focus to the European Union, the creation of one single market led to an earlier attempt to harmonise accounting practices that were widely divergent. The introductions of the EC 4th (balance sheet and accounts) and 7th Directives (group account), respectively in 1978 and 1983, were important events, but it has been widely illustrated in the academic literature that the large number of options left to the Member States prevented the introduction of financial reporting practices that were easy to compare across countries (Joos and Lang, 1994) ).
Finally, although most EC countries accept the use of international accounting standards for consolidated financial statements (a practice that will probably be imposed by the European Commission for quoted companies in 2005), they continue to require the use of local accounting standards for the individual accounts. Consequently, especially smaller and medium-sized companies continue to use only traditional accounting frameworks based on the national implementations of the EC Directives.
The objective of this paper is to look for accounting differences regarding the financial statements of Belgian and French companies, and for the consequences such differences have on reported results and on cash flows. Such differences can result in diverging valuations of companies on the financial markets and might have an impact on cross-border mergers and acquisitions and on financial analysts' decisions. After a summary of the literature on this subject, the paper will also demonstrate the impact of such accounting differences on the performance of firms in the stock markets in France and Belgium.
I. The mean differences between the Belgian and French accounting systems and financial statements
Accounting harmonisation in Europe was one of the objectives of the introduction of the Fourth Directive in the European Union in 1978. Although the directive was often criticized for its large number of options (Walton 1992, Nobes 1993, Joos and Lang 1994) , it nevertheless created a common basis for accounting across Europe. The way in which this directive was translated into national legislation was rather similar in Belgium and France.
Consequently, classifications of accounting systems put France and Belgium in the same category of Roman-law based countries with standardised and tax-driven accounting (Nobes and Parker, 2000) . However, there are some differences between the accounting frameworks and regulation in both countries. This section of the paper will discuss these regulations, with a focus on the differences.
1-1 Link with taxation
In both countries, there is an interaction between accounting and tax rules. Financial statements can comply with tax rules that are not fully justified from an economic perspective.
Depreciation on assets can be accelerated, so that the accounts do not always express the real economic value. Provisions are another example of tax-driven accounting: in both countries, the choice of provisions is to some extent determined by the tax-deductibility of provisions. In Belgium, provisions for taxation include amounts to cover tax charges resulting from adjustments of taxable income or from changes in the calculation method. These provisions are rarely used, because companies fear that tax authorities will suppose that an error could have been made in the calculation of the taxation. In France, there is even more choice of different 'regulated provisions' (provisions for inflation, provisions for cross-border establishment, …). They generally do not correspond to an actual risk and if there would be no taxes, these provisions would not be recorded.
In Belgium, the government has introduced the principle of fiscal neutrality. This means that the fiscal administration has adapted some rules to comply with accounting standards, but in fact, accounting standards were already adapted to fiscal regulation. In 1975, the Belgian Government introduced some measures to avoid that accounting regulation would aggravate fiscal obligations. However, accounting and fiscal regulation still remain complex and ambiguous (Gelders, 1984).
1-2 National accounting rules
Accounting regulations are introduced by several institutions. Table 1 gives a summary of these institutions and their main task. 
1-3 Relevant accounting principles in Belgium and France
Both countries have systems that are based on the same accounting principles.
Financial statements must be prepared in a systematic and honest way in order to present a "true and fair view" . Consequently, some principles must be respected.
A major principle is that of "prudence": assets and liabilities must be valued in a prudent way.
Unrealised but probable losses must be recorded in the profit and loss account, whereas unrealised gains may not be recorded. However, there are some exceptions to these rules. In
France, there is no obligation to record provisions for unrealised exchange losses when, e.g., the risk of exchange losses is compensated by hedging, when an investment is financed by a loan denominated in the same currency, and when a company has both assets and liabilities denominated in the same currency. Unrealised profits can be recorded if these profits are the result of shares held in controlled subsidiaries or of speculative transactions made in the financial markets under the concept of 'mark to market' (which presumes a high degree of liquidity of the financial market and a high degree of convertibility of current assets into cash). In Belgium, unrealised gains through a forward contract can be recorded in the profit and loss account if there is an open and liquid market for the goods related to the forward contract, the trade through forward contract is not an unusual or exceptional action of the firm, and the unrealised gain is mentioned in the notes.
Financial statements are prepared under the "going concern" assumption. A difference in the balance sheet is that French accounts do not distinguish between long term and current receivables or liabilities (since the PCG of 1982). In Belgium, a distinction is made between amounts receivable or payable within one year, and after one year. On the other hand, the French balance sheet makes a distinction between the gross and net amounts and amortizations, whereas the Belgian balance sheet only mentions the net amounts, with specifications in the notes. Another difference is the account 'uncalled subscribed capital', that in the French balance sheet is recorded on the asset side, whereas the Belgian companies record this on the liability side as a contra account. Finally, French companies express the conversion of the result to the assets and liabilities separately. In Belgium, this is not the case:
the result is converted immediately.
The Belgian and French profit and loss account is structured in the same way, disclosing operating result, financial result and exceptional result separately. To calculate the taxable profit of the company, France deducts the amounts recorded in the employees profit-sharing plan. This plan was introduced to stimulate the employees and is compulsory for all companies who employ more than 50 people. In Belgium, such a plan does not exist.
The notes include the same items in both countries. They provide more information about, e.g., changes in valuation methods, information on issued capital and shares, different types of shares, treasury stock, information on the amount due to tax authorities and the national social security institutions.
Small companies in both countries can use a simplified accounting system. Larger companies should keep a full set of accounting books and publish financial statements. Two formats are possible for the financial statements, an abbreviated and a fully detailed one. The choice between both formats depends on company size.
Belgian companies that use the abbreviated format must meet at least two of the following conditions:
-annual turnover is less than 6,250,000 € -balance sheet amount does not exceed 3,125,000 € -there are no more than 50 employees
If the company has more than 100 employees, the full format must be used, irrespective of the amount of turnover or balance sheet.
In France, the conditions for the abbreviated format are more severe. Consequently, it is more difficult for French companies to apply an abbreviated format for annual accounts and disclosure levels will be higher than in Belgium. Tables 2, 3 and 4 give a summary of the valuation methods for intangible and tangible fixed assets and current assets. The few differences between Belgian and French valuation rules will be discussed. Table 2 . General valuation of assets
1-5 Valuation rules

Belgium France
General rules
The cost of acquisition may not exceed the future benefits. Assets are amortized during the period of utilization.
The cost of production include direct and indirect costs. Its calculation is based on the full cost approach, supposing normal capacity. Extra costs due to production defects or low demand are excluded.
Valuation by direct-costing method is also allowed.
Identical
Amortization
Amortization is calculated for a whole year, whether the linear or the degressif method is used.
The coefficient used in the degressive method equals 2.
In case of linear amortization, the calculation is 'pro rata temporis' in the year of acquisition. This means that the asset will only be amortized for the months during which it was actually owned by the company.
The coefficient used in the degressive method is variable. Operational leasing is considered as a periodical cost.
Leasing is not considered as an asset and therefore cannot be amortized. Leasing is recognized as a rental contract (only in the individual account).
Assets of relatively low importance Assets belong to this category if they are often renewed for the same amount and if their value is relatively small compared to the balance sheet total. These assets are recorded as operating expenses.
Identical, but the French accounting law provides a clear limit: the assets may not exceed 372 €. Identical, but there is no distinction between more and less than one year.
Amounts receivable after one year
Nominal value, except for receivables expressed by notes. The book value of this latter is the acquisition cost.
Identical, but there is no distinction between more and less than one year.
From these tables, it is clear that differences between the Belgian and French valuation methods are limited. The main differences are the methods used for goodwill, amortization and leasing. Concerning goodwill, there were three possible accounting treatments in France before the implementation of CRC n°99-02: depreciation over several years (same treatment as in Belgium), immediate write-off and recording as a reduction of shareholders' equity.
Companies can be expected to choose the accounting treatment that creates the highest value from the investor's point of view (Dechow, et al. , 1999 ).
In the case of charging against the profit and loss account, the net income is reduced. On the contrary, if goodwill is subtracted from shareholders' equity, income will not be influenced.
The annual income will be higher compared to the other options of goodwill treatment. As a result, a firm adopting this goodwill treatment will get a higher valuation. Blommaert, van den Brand and Mertens (Blommaert et al., s.d.) provide empirical evidence of this accounting practice in The Netherlands. There is an option there to record goodwill against equity. The option is often used, because it does not lower the net income and in consequence, the ROE (Return on Equity) is artificially raised. The authors recalculated the ROE-ratios on the assumption of amortization of goodwill over 5 years and concluded that ROE is lower than before the recalculation.
It is important to mention that the fiscal regulation is not the same in both countries The second part of this study examines the impact of the accounting differences on the market value.
II. Empirical evidence on accounting differences and financial markets behaviour in France and Belgium
The previous sections demonstrated that there are a number of accounting differences between France and Belgium. The objective of this section is to find out whether financial markets in Belgium and France use accounting in a different way, having in mind these accounting differences. We first give a summary of the literature on the relation between accounting-based valuation and market valuation. Subsequently, the methodology and the results of our examination will be presented. Great Britain, the national GAAP was more informative than US GAAP. On the contrary, in Denmark, Germany, Italy and Sweden, US GAAP was preferable. This difference can be explained by the different characteristics of the investors.
-Rees (1998) has found empirical evidence of earnings and equity to evaluate a company.
The informative value of these indicators is different among the 14 European countries in the sample.
-According to Joos and Lang (1994) Accounting rules are based on the principle of "true and fair view", and are not influenced by tax regulation. There is no stimulus to minimize earnings nor dividends.
In consequence, Joos and Lang identify two types of accounting models: the "continental" model and the " anglo-saxon" model. The distinction between these models will have repercussions on the requirements in the financial statements, and hence on the evaluation of firms by investors. In spite of the attempts to harmonize accounting systems across Europe, these differences in accounting models remain (Joos and Lang, 1994 ).
-Gray (1980) has examined companies of the same countries as in the study of Joos and Investors will not be misled by the few accounting differences.
Hypothesis 2: There are no significant differences in the relation between accounting elements and valuation of stocks. Belgian and French investors use the same variables to value stocks.
Hypothesis 3: Variance in market prices is best explained by elements of the balance sheet rather than by elements of the profit and loss account. This statement applies for both countries since they have adopted the continental accounting model.
2-2 Research model
Before we set up our research model, we suppose that the macroeconomic conditions are the same in Belgium and in France, and that there is no bias in the composition of the samples.
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The financial evaluation of companies in our study is not based on the anticipation of future dividends, but on current accounting information. The latter is supposed to represent future accounting information, which itself is a reflection of future dividends. Previous literature reveals different relations between market prices and accounting data. Their validity depends on the relation between market value and the variables that are supposed to reflect the capacity of a firm to create wealth (Dumontier and Labelle, 1998 An important advantage of this model is that future dividends do not need to be determined.
The value of stocks on the financial market depends on the book value of equity and on residual income: • Market Price year t = α + β*EPS year t + γ*Book value per share year t +δ * Net Cash flow per share + ε • (Market Price year t -Market price year t-1 + Dividends over year t)/Market price year t-1 = α + β*(EPS year t/ Market price year t-1) + γ * ((EPS year t -EPS year t-1)/ Market price year t-1)+ ε 3 cost of capital = Interest rate on 3 months government bonds + β * risk premium (risk premium, for Belgium = 3.37% and for France = 6.19%) 4 Residual income per share is not incorporated in the multiple regression because we suppose there is a high correlation with earnings per share.
The market price in year t is measured at two different moments in time: at the end of year t and six months after the balance sheet date of year t. The second price is supposed to include all information of year t, because companies have to publish their annual accounts before the second semester of year t + 1.
2-3 Research sample
To study the impact of accounting differences, samples of Table 6 includes descriptive statistics on the samples. 5 Because the Belgian sample is smaller than the French sample, the values of F of the regressions will be weaker. However, the number of companies will have no impact on our results because we have selected the regressions for which the significance of F does not exceed 0.0001. In consequence, we can be sure that the research models are significant (reliability of 99.99%). To evaluate the significance of differences between both samples, an Independent Samples Ttest was run on the mean ratios, for the five years together. This test indicated that Belgian listed companies are significant smaller than French listed companies in our sample (total assets). To exclude the influence of these differences in magnitude, data per share are used in our regressions (earnings per share, book value per share and net cash per share). However, the Independent Samples T-test does not indicate any difference between the average ratios of both countries (P ROE = 0.499; P P/E = 0.195; with 95% reliability), which might mean that either the investors do not see through the accounting differences between Belgium and France, or most French listed companies do not record goodwill against equity, but capitalize and amortize over several years (comparable to the Belgian treatment of goodwill).
2-4 Results and discussion
The regressions results 6 are reported in tables 7, 8, 9 and 10. These simple regressions indicate that that the residual income has the highest correlation (R² = 42.5% -price at the end of the year, and R² = 31% -price after six months) in Belgium. In Moreover, the impact of EPS on the market price is much higher in France than in Belgium: coefficient in Belgium is 5.43, while the coefficient in France is 11.51 (price at the end of the year).
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The book value per share is not significant for the Belgian sample. In France, on the contrary, it is a very important indicator. On the other hand, net cash per share is only significant for Belgian companies. Surprisingly, this relation of net cash per share and the market price is negative (coefficient is -0.81 (market price at the end of the year)).
The importance of explanatory variables is not different between the market price at the end of the year and the market price after six months. However, the correlation with the price at the end of the year is systematically higher (except for book value per share in France). This could indicate that all information is already incorporated in the stock prices, even before the annual accounts are published.
2-4-2 Results of the multiple regressions The multiple regressions of market price and EPS, book value per share and net cash per share for the Belgian sample has a R² that is significantly lower than the equivalent value for the French sample. The variables selected in our study explain 84.3% of the variances in the French market prices six months after year-end, while this rate is only 44.0% for the Belgian sample.
The multiple regressions of return demonstrate that there is a higher correlation between return and earnings level (EPS t / P t-1 ) and earnings change ((EPS t -EPS t-1 )/ P t-1 ) in Belgium than in France.
It is important here to indicate that, for France, there is no conformity with the study of Joos could foresee that these indicators would not be the same as in our study, which relates to another period. Joos and Lang did not calculate return at the end of the year, because they assumed that the latter would not reflect all information available for the investor. However, our study reveals that return at the end of the year has a higher correlation than return six months after closure of the annual accounts, but this correlation is not as high as in the study of Joos and Lang. This could lead to the assumption that the market circumstances have changed: companies publish their annual accounts quicker than they did before 1990, and the importance of earnings level and earnings change to explain the variance in return has decreased.
2-4-3 Synthesis
We observe that the results of our study validate the first hypothesis, which states that there are no significant differences between the Belgian and French accounting systems, and that, in consequence, companies will be estimated in the same way.
On the other hand, the second hypothesis, which claims that Belgian and French investors use the same indicators to value stock prices, can be rejected. Our research reveals that in Belgium, residual income has a strong correlation with stock price, while in France, this is the case for earnings per share and book value of equity per share. However, the explanatory value (R²) is systematically higher in France than in Belgium.
The third hypothesis can also be rejected. This hypothesis states that market performance is more related to elements of the balance sheet than to elements of the profit and loss account.
As indicated in this study, Belgian and French investors rather use data from the profit and loss account: residual income and earnings per share. French investors also use book value of equity per share (which is an item on the balance sheet), but the correlation is rather weak.
Conclusion
Overall, it can be concluded that the relation between accounting-based data and market performance of companies is rather different between France and Belgium. Our research results suggest that this does not seem related to differences that result from the application of diverging accounting rules and principles. The most important difference is the treatment of goodwill. Belgian and French government permit several options, but in practice, companies in both countries seem to employ the same treatment.
It rather seems to be a consequence of differences between both countries in the way financial markets operate. Further research is necessary to substantiate and explain further the nature of such differences. An interesting issue in this context is whether European integration and the introduction of Euronext will have an impact on these differences.
Concerning the statistical methods, we have examined the Belgian and French data separately.
It would be interesting to execute some statistical techniques of multi-level analyses. These techniques could study the impact of the variable 'country' on the parameters of the regressions (Goldstein, 1995 and Woodhouse, 1996) .
